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OMB CIRCULAR A-133: NEW AUDIT FOR NONPROFITS
by Douglas Sauter
On March 8, 1990 the independent auditor’s role as ‘ ‘pub­
lic watchdog” was increased significantly. On that day, the 
Office of Management and Budget (OMB) issued Circular 
A-133, Audits of Institutions of Higher Education and 
Other Nonprofit Institutions, to implement a ‘ ‘single audit’ ’ 
requirement for nonprofit institutions. The Circular gener­
ally means an increased level of testing of internal controls 
and compliance with applicable laws and regulations in 
audits of specified nonprofit institutions.
The Single Audit Concept—Prior to 1984, each federal 
agency set its own audit and reporting guidelines for organi­
zations that received financial assistance under the agency’s 
programs. If an organization received financial assistance 
from several federal agencies, auditors from each of those 
agencies were required to perform certain tests, often of the 
same transactions and internal controls. In an effort to 
reduce duplication of audit effort and provide for more 
uniformity in audit reports, Congress enacted the Single 
Audit Act of 1984.
OMB Circular A-128 was issued soon after to implement 
the Single Audit Act by providing audit and reporting gui­
dance for audits of state and local governments. At that time, 
the OMB agreed to develop similar guidance for audits of 
nonprofit institutions. Thus, the guidance provided in Cir­
cular A-133 is comparable to Circular A-128, with a few 
differences highlighted below.
Who’s Covered/Who’s Not—The applicability of Circu­
lar A-133 depends on: (1) the type of institution and (2) the 
amount of financial awards received by the institution.
Type of institution. Institutions covered by Circular 
A-133 generally include colleges and universities (and their 
affiliated hospitals) and other institutions, such as voluntary 
health and welfare organizations and other community­
based organizations. Circular A-133 does not apply to:
• colleges and universities already covered by Circular 
A-128,
• hospitals not affiliated with a college or university, or
• state and local governments and Indian tribes covered by 
Circular A-128.
Amount of financial awards. Circular A-133 applies to 
those institutions described above that receive $100,000 or 
more a year in federal awards. (Circular A-133’s definition of 
financial awards is broader than the term financial assistance 
used in SAS No. 63, Compliance Auditing Applicable to 
Governmental Entities and Other Recipients of Govern­
mental Financial Assistance, since awards also include 
federal cost-type contracts used to buy goods or services.) 
Institutions that receive $100,000 or more under a single 
program have the option of applying either the requirements 
of Circular A-133 or the audit requirements of that program. 
Institutions that receive at least $25,000 but less than 
$100,000 have the option of applying either the requirements 
of Circular A-133 or the audit requirements of each program in 
which they participate. Institutions that receive less than 
$25,000 are exempt from the Circular, although records 
must be available for review by the appropriate officials.
Subrecipients—Circular A-133 applies regardless of 
whether the institution receives awards directly from a fed­
eral agency or indirectly as a subrecipient. Recipients of fed­
eral awards that provide $25,000 or more annually to a 
subrecipient must determine whether the subrecipient has 
met the requirements of Circular A-133.
Reporting Requirements—Circular A-133 requires the 
auditor to issue the following reports:
1. Report on financial statements and schedule of federal 
awards received.
2. Report on compliance with laws and regulations that 
have a direct and material effect on the financial 
statements.
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3. Report on the internal control structure established to 
ensure compliance with laws and regulations that have 
a material impact on the financial statements.
4. Report on compliance with specific requirements 
applicable to major programs.
5. Report on compliance requirements applicable to non­
major program transactions tested.
6. Report on compliance with general requirements.
7. Report on the internal control structure policies and 
procedures established to provide reasonable assurance 
that federal awards are being managed in compliance 
with applicable laws and regulations.
Just like Circular A-128, Circular A-133 requires that the 
auditor perform the audit in accordance with Government 
Auditing Standards (the “Yellow Book”) issued by the 
Comptroller General of the United States. Thus, reports no. 
2 and 3 above on the institution’s compliance with laws and 
regulations and internal control structure are the same as 
those issued in audits performed in accordance with the Yel­
low Book. These two reports focus on the institution as a 
whole, rather than the individual programs that the institu­
tion manages. The remaining reports required by A-133 
(nos. 4 through 7 above) focus on the federally assisted 
programs. For example, rather than reporting on tests of 
compliance with laws and regulations that have a direct and 
material effect on the financial statements, the auditor 
reports on tests of compliance with laws that have a direct 
and material affect on each major federal program. This 
typically results in a lower level of materiality, since materi­
ality is evaluated at the program level rather than at the 
financial statement level.
Circular A-133 states that the audit reports may be com­
bined into three parts (report on the financial statements and 
schedule of federal awards, reports on compliance, and 
reports on internal control) that may be bound together or 
be presented as three separate documents.
Differences from Circular A-128—Defining major 
programs. Major programs are defined differently in Circu­
lar A-133 than they are in Circular A-128. Circular A-133 
states that each of the following categories constitutes a 
major program where total expenditures are the larger of 
three percent of total federal funds expended or $100,000:
• Research and development.
• Student financial aid.
• Individual awards not in the research and development or 
student financial aid categories.
This represents a lower threshold for a program to qualify as 
a major program than specified by Circular A-128. (Where 
an organization expends $100 million or less, Circular A-128 
defines a major program as any program for which federal 
expenditures exceed the larger of $300,000 or three percent 
of such total expenditures. For organizations that spend 
more than $100 million, Circular A-128 has a chart that 
specifies the amounts used to define major programs.)
Disclosure of immaterial findings. Unlike Circular 
A-128, Circular A-133 does not require the auditor to 
include a description of immaterial instances of noncompli­
ance in the audit reports. However, immaterial instances of 
noncompliance are required to be reported in a separate 
written communication to the institution.
Frequency of audit. Circular A-133 permits audits to be 
conducted every two years. Circular A-128 requires an 
annual audit, unless the state or local government estab­
lished a constitutional or statutory requirement for biennial 
audits prior to January 1, 1987.
Compliance Supplements—Circular A-133 notes that 
the compliance requirements of the largest federal programs 
are described in two compliance supplements issued by the 
OMB. Although the Compliance Supplement for Single 
Audits of Educational Institutions and Other Nonprofit 
Organizations has not been issued yet, the Compliance 
Supplement for Single Audits of State and Local Govern­
ments is available from the Government Printing Office at 
(202) 783-3238. If the program under audit is not listed in 
either of the compliance supplements, the auditor needs to 
determine the applicable requirements by reviewing 
statutes, regulations, and agreements pertaining to that 
particular program.
Effective Date—Circular A-133, which supersedes the 
audit provisions of Circular A-110, is effective for audits of 
fiscal years beginning on or after January 1, 1990. Since Cir­
cular A-133 permits biennial audits, some institutions may 
not be required to follow its requirements until the audit of 
its financial statements for the fiscal year ending June 30, 
1992. However, the audit provisions of Attachment F to Cir­
cular A-110 are to be followed until Circular A-133 is 
implemented by the institution.
Implementation Guidance—The Auditing Standards 
Division plans to issue a Statement of Position being pre­
pared by a subcommittee of the AICPA Not-for-Profit 
Organizations Committee that will provide guidance about 
Circular A-133’s audit requirements. An exposure draft of 
that statement of position will be issued later this year.
The new OMB Circular A-133 reinforces the public’s 
increased attention to the work of independent auditors. By 
spotlighting audits of nonprofit institutions that receive 
federal awards, Circular A-133 will provide additional assur­
ance that the government’s money is spent wisely.
TECHNICAL PLAN HIGHLIGHTS
Audit Sampling (AICPA Staff: DOUG SAUTER). The 
Audit Sampling audit guide will be updated to conform to 
the terminology in several recently issued SASs and to provide 
better “how to” guidance for applying SAS No. 39, Audit Sam­
pling. At its June 1990 meeting, the Board discussed plans to 
revise the guide, including plans to provide guidance on 
using planning materiality in planning and evaluating audit 
samples and illustrative documentation forms for calculat­
ing sample sizes. Schedule: The task force plans to complete 
a draft of the revised guide by the first quarter 1991.
Auditing Insurance Entities’ Loss Reserves (JUDITH 
SHERINSKY). The task force is drafting an auditing proce­
dure study to provide guidance to auditors in developing an 
effective audit approach when auditing claim loss reserves 
of insurance companies. Schedule: The task force will meet 
in July 1990 to review preliminary drafts of chapters prepared 
by task force members.
Audits of Small Businesses (DOUG SAUTER). The audit­
ing procedure study Audits of Small Businesses is being 
revised to reflect SAS Nos. 53-62. The chapters on evaluat­
ing internal controls and on performing analytical proce­
dures will be revised to discuss the implementation of SAS 
Nos. 55 and 56, Consideration of the Internal Control 
Structure in a Financial Statement Audit and Analytical 
Procedures, respectively, in small business audits. Other 
changes will be made throughout the study to provide gui­
dance that is consistent with the standards. Schedule: The 
revised auditing procedure study will be available in the 
third quarter of 1990.
Communication About Interim Financial Information 
(MARK BEASLEY). The Board has issued an exposure draft 
of a proposed SAS that would establish requirements for the 
auditor to communicate certain matters affecting interim 
financial information filed or to be filed with specified 
regulatory agencies. The exposure draft (product no. G00577) 
is available by writing to the AICPA order department. 
Schedule: The comment deadline is August 15, 1990.
Computer Auditing (JANE MANCINO). The Computer 
Auditing Subcommittee is currently drafting three auditing 
procedure studies. One describes how SAS No. 55, Con­
sideration of the Internal Control Structure in a Financial 
Statement Audit, can be implemented in a computer 
environment. The second updates the guidance in the audit 
and accounting guide, Computer Assisted Audit Techniques. 
The third addresses the possible effects of advanced EDP 
systems on the auditor’s consideration of an entity’s internal 
control structure. Schedule: The first procedure study is 
expected to be published in the third quarter of 1990. The 
other procedure studies are expected in 1991.
Consideration of Internal Auditors’ Work (JUDITH 
SHERINSKY). At the August 1990 meeting, the Board will 
consider issues raised in comment letters about the pro­
posed SAS, The Auditor’s Consideration of the Internal 
Audit Function in an Audit of Financial Statements. This 
proposed statement would supersede SAS No. 9, The Effect 
of an Internal Audit Function on the Scope of the Indepen­
dent Audit.
Control Risk Audit Guide (MIMI BLANCO-BEST). The 
Board has issued an audit guide to assist auditors in 
implementing the new requirements of SAS No. 55, Con­
sideration of the Internal Control Structure in a Financial 
Statement Audit. The Guide (product no. 012450) is avail­
able from the AICPA order department.
ERISA Plans/Service Center Reporting (JUDITH 
SHERINSKY). A newly formed task force is studying the 
impact of proposed legislation that would amend ERISA and 
eliminate limited scope audits of employee benefit plans in 
which the auditor disclaims an opinion on assets held by 
trustees. Schedule: The task force is considering the type of 
information that needs to be communicated to auditors 
of employee benefit plans about trustee organizations and 
whether the reports being developed by the Service Center 
Produced Records Task Force will accommodate this 
information.
Financial Forecasts and Projections (MIMI BLANCO­
BEST). The Board created a task force to deal with problems 
encountered in implementing the guidance in the Statement 
on Standards for Accountant’s Services on Prospective 
Financial Information. An exposure draft of a statement of 
position (SOP) titled Questions and Answers on Reasonably 
Objective Basis and Other Questions Affecting Prospective 
Financial Statements was issued in February 1990. The SOP 
would provide guidance to practitioners on the meaning of 
the term “reasonably objective basis” as used in the Guide 
for Prospective Financial Statements. Schedule: The final 
SOP is expected to be available in the fourth quarter of 1990.
GAAP Hierarchy (DOUG SAUTER). The Board created a 
task force to consider recommendations of the Financial 
Accounting Foundation to revise the hierarchy of GAAP as 
described in SAS No. 5, The Meaning of “Present Fairly in 
Conformity with Generally Accepted Accounting Princi­
ples” in the Independent Auditor’s Report. Schedule: The 
Board plans to issue an exposure draft of proposed revisions 
to the hierarchy in the fourth quarter of 1990.
Letters for Underwriters (JANE MANCINO). The Board 
will discuss a proposed SAS on letters for underwriters and 
the applicability of such guidance at its August meeting.
Negative Assurance (JANE MANCINO). The Board con­
cluded that there is no compelling reason to amend the 
auditing literature to prohibit negative assurance based on 
agreed-upon procedures.
-3-
TECHNICAL PLAN HIGHLIGHTS
(continued from page 3)
Reporting on Internal Controls (MIMI BLANCO­
BEST). The Board is considering alternative models for 
general purpose reporting on an entity’s internal control 
structure, determining the circumstances in which each of 
those models is appropriate for such reporting, and 
developing performance and reporting guidance under 
each of the appropriate models. Schedule: At its August 
meeting, the Board will discuss issues related to providing 
assurance about an entity’s internal control structure.
Review of Interim Financial Information (JANE MAN- 
CINO). The Board created this task force to consider 
whether the guidance in SAS No. 36, Reviews of Interim 
Financial Information, should be revised to contain gui­
dance about how the accountant obtains an understanding 
of internal control structure policies and procedures when 
there is no prior audit base. Schedule: At its June 1990 
meeting, the Board discussed issues relating to SAS No. 36 
and indicated its support, in concept, for the positions taken 
by the task force. The Board will discuss a proposed SAS at its 
October meeting.
SAS No. 63 Implementation (DOUG SAUTER). The 
Board has formed a task force to review certain technical 
issues related to SAS No. 63, Compliance Auditing. Sched­
ule: The task force plans to present a proposed interpreta­
tion or amendment at the October Board meeting.
Service Center Produced Records (JUDITH 
SHERINSKY). At its June meeting, the Board reviewed a draft 
of a proposed SAS that would supersede SAS No. 44, Special- 
Purpose Reports on Internal Accounting Control at Service 
Organizations. The Board reconsidered its previous deci­
sion and concluded that reporting on the suitability of 
design of relevant control policies and procedures to meet. 
specified control objectives should be an optional, rather 
than mandatory, form of reporting within the context of 
service auditors’ reports.
Updated Audit Reports (GERRY YARNALL). The Audit­
ing Standards Division, working with various AICPA com­
mittees, is developing guidance that will update existing 
audit guides to reflect the new reporting requirements of 
SAS No. 58, Reports on Audited Financial Statements, and 
SAS No. 60, Communication of Internal Control Structure 
Related Matters Noted in an Audit.
Use of Confirmations (DOUG SAUTER). The Board 
created a task force, to develop guidance on the use of all 
types of confirmation procedures in audit engagements. 
The task force has developed a revised standard form to con­
firm information with financial institutions that will be 
accompanied by a notice to practitioners that explains the 
revisions. Schedule: The Board plans to consider a revised 
draft of proposed guidance on the use of other types of con­
firmations at its August 1990 meeting. The revised standard 
form is pending approval by several banking organizations.
Use of Other Auditors (DOUG SAUTER). The Division is 
preparing a paper that summarizes issues related to AU Sec­
tion 543, Part of Audit Performed by Other Independent 
Auditors. Concerns have been raised that Section 543 may 
encourage displacement of a secondary auditor by a prin­
cipal auditor. Schedule: The Board plans to consider the 
issues paper at its October meeting.
RECENT DIVISION PUBLICATIONS
An exposure draft of a proposed SAS, Communication 
About Interim Financial Information, was issued. Copies 
can be obtained by writing the AICPA order department. 
Product no. G00577. The comment deadline is August 15, 
1990.
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